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PREFACE

On June 5, 1992, the United States International Trade Commission (USITC) instituted
investigation No. 332-325, The Economic Effects of Significant U.S. Import Restraints. The
investigation, conducted under section 332(g) of the Tariff Act of 1930, isin response to arequest from
the United States Trade Representative (USTR) (see appendix A). A report was delivered tothe USTR
in November 1993. The USTR also requested that the report be updated by the Commission at
intervals of approximately 2 years. This study is the first biannual update of the report delivered in
November 1993.

The purpose of this investigation is to assess the impact of significant U.S. import restraints on
U.S. firms, workers, and consumers and on the net economic welfare of the United States. In
particular, the USTR requested an economywide assessment of the effects of simultaneously
liberalizing all of the sectors covered by significant import restraints. The USTR also requested an
assessment of liberalizing each of the covered sectors individually.

The USITC solicited public comment for this investigation by publishing a notice in the Federal
Register of January 11,1995 (60 FR. 2784). Appendix B contains a copy of the notice and a list of the
submissions that were received.
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EXECUTIVE SUMMARY

Background

This report is an update of an earlier USITC report on the economic effects of significant U.S.
import restraints on the U.S. economy, prepared at the request of the United States Trade
Representative as a direct successor to a similar report prepared in 1993.1 Like its predecessor, this
report addresses the economic effects of a liberalization of significant U.S. import restraints in
manufacturing, agriculture, and services.

The base year for the study is 1993, since this is the year for which the most recent data are
available on the structure of the U.S. economy. Therefore, the primary analysis in this report is an
analysis of the effects of liberalizing trade barriers as they existed in 1993, given the economy as it was
structured in that year. In addition, this report examines the features of the Uruguay Round
Agreements (URA) of the General Agreement on Tariffs and Trade (GATT) that take effect in 1995
and discusses the likely implications of those agreements, as if applied to the U.S. economy as it
existed in 1993.

The USITC’s Computable General Equilibrium (CGE) Model of the United States is the principal
tool used in the Commission’s quantitative analysis.2 The USITC CGE model allows analysis to
extend beyond the specific sectors subject to import restraints. It models the likely effects on other
sectors that are suppliers to or customers of the directly affected sectors, and on government revenues
and returns to capital and labor. The USITC CGE model explicitly accounts for upstream and
downstream production linkages and intersectoral competition for labor and capital. The model also
provides measures of the effect of removing the import restraints on the economy as a whole, through
estimates of the change in economic welfare.

The import restraints examined in this study are tariffs and quantitative restrictions such as quotas,
voluntary restraint agreements (VRAs), and voluntary export restraints (VERs). For the purposes of
this study, tariffs are specified as the average Most Favored Nation (MFN) ad valorem tariff calculated
on a c.if. basis for 1993.3 The effects of quotas are examined by translating them into their tariff
equivalents, generally using the price-gap method. Economic theory suggests that the restrictions
. imposed by import quotas raise the domestic price above the world price for a commodity. Hence, the
price gap between the domestic price and the world price (inclusive of transportation costs to deliver
the product to the U.S. border, and adjusted for other market and quality differences) can be used to

1 See USITC, The Economic Effects of Significant U.S. Import Restraints, USITC publication 2699,
Nov. 1993.

A series of earlier studies, prepared at the request of the Committee on Finance of the U.S. Senate, was
presented in three parts: USITC, The Economic Effects of Significant U.S. Import Restraints, Phase I:
Manufacturing, USITC publication 2222, Oct. 1989, USITC, The Economic Effects of Significant U.S.
Import Restrairus, Phase II: Agricultural Products and Natural Resources, USITC publication 2314, Sept.
1990, and USITC, The Economic Effects of Significant U.S. Import Restraints, Phase IlI: Services, USITC
publication 2422, Sept. 1991.

2 For views of individual Commissioners, see “Commissioner Comments” after chapter 7. For the views
of Commissioner Bragg on economic modeling, see, The Economic Effect of Antidumping and
Countervailing Duty Orders and Suspension Agreements, USITC publication 2900, June 1995, at XTI

3 Average ad valorem tariff rates on a dutiable value basis are calculated by dividing the estimated duties
collected by the U.S. Treasury for a sector by the value of imports in that sector that are subject to duties.
Consequently, the tariff rate used in this report embodies both ad valorem and specific tariff rates specified in
the Harmonized Tariff Schedule.



represent the premium associated with a particular quota.* The tariff equivalent is actually the percent
above the world price that the price gap represents.

In 1993, several domestic quantitative restrictions were in place. These included the Multifiber
Arrangement (MFA); VERs on automobiles and machine tools which expired in 1993; the meat VRA;
the agricultural quotas on cotton, dairy products, peanuts, and sugar; and the ban on the importation of
cabotage maritime services.> Tariffs were in place for all these sectors except cabotage maritime
services, but among them only the tariffs on motor vehicles, which includes autos, and certain textile
and apparel products were considered significant by the criteria described below.

For sectors protected by tariffs, USITC staff developed a standard to determine a “significant”
tariff level. Two criteria were applied to commodities defined, in general, at a level equivalent to the
4-digit level of the Standard Industrial Classification (SIC): 1) a 1993 MFN ad valorem tariff rate of
7.5 percent or higher and $100 million or more in trade, calculated on a cost, insurance, and freight
(CTF) basis or 2) sectors with over $350 million in tariff revenues collected in 1993. The objective was
to identify a comprehensive list of imports that includes all those for which imposition of tariffs might
be expected to alter patterns of trade, either because a high tariff significantly affects the price, or
because a high volume of trade is subject to the tariff. These criteria qualify 13 sectors for study:
frozen fruits, fruit juices, and vegetables; industrial chemicals; rubber and plastic footwear; nonrubber
footwear; leather gloves and mittens; personal leather goods; ceramic wall and floor tile; china
tableware; blast furnace and steel mill products; ball and roller bearings; household audio and video
equipment; motor vehicles; and costume jewelry and costume novelties.

Two general equilibrium analyses were performed for the sectors subject to significant import
restraints.5 After tariff equivalents were estimated for nontariff barriers, the first simulation, reported
in chapter 2, estimated the effects of simultaneously removing tariffs and the tariff equivalents of the
nontariff barriers for all covered sectors. This provided an estimate of the economy-wide effects of all
import restraints. Then the effects of eliminating the barriers for each sector individually were
estimated, as reported in chapters 3 through 6. Each simulation yielded estimates of net welfare
changes for the economy as a whole due to liberalization of the specific sector, as well as estimated
effects on trade, output, and employment for the sector (or sectors) being liberalized and for the rest of
the economy. This summary will present the most important results of these analyses, beginning with
the effects of trade liberalization on the whole economy. These include the economy-wide effects of
liberalizing all restraints simultaneously, and of liberalizing individual sectors. Then more specific
effects, on sector output, employment, and trade, of sectoral liberalization will be presented. Finally,
results of applying URA liberalization to the model will be summarized.

Results

Economic Welfare Effects

A measure of economic welfare effects is presented as a summary measure of the effects of the
changes in trade barriers. This measure attempts to capture, in a single number, the overall benefit or
cost to the economy resulting from these changes; therefore, it aggregates various (possibly offsetting)

4 For a detailed discussion of tariff equivalents of quotas and the price-gap method, see Chapter 7 of this
report. Also, on the price-gap method, see R. Baldwin, “Measuring Nontariff Trade Policies,” NBER
working paper #2978, May 1989, and Deardorff and Stern, “Methods of Measurement of Non-tariff
Barriers,” UNCTAD/ST/MD/28 (Geneva: United Nations Conference on Trade and Development, 1985).

5 Cabotage is a term used in the maritime transport industry to indicate the carriage of products or people
between two ports within a country—such as between Anchorage and Los Angeles in the United States.

6 Except for the peanut sector, which is not represented in the general equilibrium model.



effects. Economic theory suggests that, as the significant import restraints are lifted, capital and labor
will move to sectors that are more productive in utilizing these inputs. Also, consumers and producers
that use products formerly subject to import restraints will experience lower prices for these goods
which increases the purchasing power of their budgets. Consumers will benefit from the elimination
of income transferred from U.S. purchasers to the foreign and domestic firms and individuals that have
held import quotas. Finally, the welfare effect captures losses in employment and profits that occur as
imports replace production and employment in some sectors. If the output of previously protected
sectors declines, their upstream suppliers may also experience adverse effects as aresult of diminished
demand for their products.

Simultaneous liberalization of all considered trade barriers results in an estimated gain of
approximately $15.5 billion for the U.S. economy in 1993.7 Asseen from the individual liberalization
estimates (see table ES-1), liberalization in the textiles and apparel sector has an effect equal to 65
percent of the gain from total liberalization. Liberalization of restraints in textiles and apparel
providedthe U.S. economy an estimated $8.6 t0 $10.0billionin 1993. The nextlargest effectis aresult
of liberalization of the maritime sector’s Merchant Marine Act of 1920 (commonly referred to as the
Jones Act). Of the five agricultural sectors examined, three (dairy, sugar, and meat) have measurable
benefits from liberalization. .

High MFN duties on textiles and apparel, steel, motor vehicles, nonrubber footwear, and audio and
video equipment have particularly important effects. The effect of eliminating duties for textiles and
apparel, estimated separately from the effects of eliminating quotas, is a welfare gain of $958 million

- (see chapter 3). The welfare change from an elimination of tariffs is estimated to be $162 million for
steel, $122 million for vehicles,® $147 million for nonrubber footwear, and $98 million for audio and
video equipment.

Employment, Output, and Trade Effects

Estimates are provided for the effect on employment, output, imports, and exports from the
removal of import restraints for each sector individually, as summarized in table ES-2. Each of these
simulations is constructed independently of the others.

Manufacturing

Automobiles

For the years 1992-1993 and 1993-1994 a voluntary export restraint (VER) of 1.65 million units
per year was in place on imports of autos from Japan; imports in 1993 were at 97 percent of this quota.
The estimated effect of the removal of the quota alone is a net welfare gain of $588 million.
Simultaneously removing the tariff applied to motor vehicles increases the effect to about $710
million. The removal of both barriers results in a decrease in domestic automobile output of about
$925 million (0.7 percent) and the loss of about 3,400 full-time equivalent jobs.

Textiles and apparel

Liberalization of all import restraints in the textile and apparel sectors causes significant increased
import penetration. The largest import increase by far, both in dollar and percentage terms, is in

7 All estimates of effects in this summary and in the report should be read as applying to the 1993 U.S.
economy as depicted in the USITC CGE model, unless specified otherwise.

8 The $122 million effect of the tariff elimination for motor vehicles is part of the $710 million reported
as the effect of the elimination of the VER and duties together.



Table ES-1

Economic welfare change from liberalization of all restraints, by sector, 1993

(Million dollars)

Sector

Economic
welfare
change

Simultaneous liberalization of all significant restraints’
Individual liberalization;
Textiles and apparel?
Maritime transport (Jones Act)
Dairy

Blast furnaces and steel mills
Non-rubber footwear
Home audio and video equipment N

...........................................

Industrial inorganic and organic chemicals
Rubber and plastic footwear
Ball and rolier bearings, and parts
Ceramic wall and floor tile
Frozen fruit, fruit juices, and vegetables
Costume jewelry and costume novelties
China tableware
Personal leather goods
Leather gloves and mittens
Cotton

...........................................

..............................................

..................................................................................

...........................................................................

...................................................................................

.....................................................................

...................................................

...............................................................

..........................................................

.........................................................................

...................................................................

.................................................

...............

..................................................................................

15,490

1 Does not include the effects of liberalization of peanut quotas.
2 Upper bound of estimates. See chapter 3.

Source: Estimated by the staff of the USITC.



Table ES-2

Economic effects of liberalization, individual simulations, by sectors, 1993

Empiloyment Output Imports Exports
Sector Number!  Percent  Dollar? Percent Dollar? Percent  Dollar®  Percent
Liberalized sectors:
Manufacturing:
Motor vehicles ...... -3,419 -0.7 -925 -0.7 1,202 1.4 -25 -0.2
MFA sectors:3
Broadwoven

fabricmills ....... -10,234 -34 -1,380 -3.4 571 189 -107 -3.0
Narrow fabric mills .. -391 -1.5 . -35 -1.5 15 104 -6 -1.4
Yarn mills and

textile finishing. ...  -3,617 27 -488 2.7 33 9.6 -6 2.4
Threadmills ........ -300 -3.5 -45 -3.5 7 8.0 -5 -8.2
Floor coverings ..... -487 -0.6 -85 -0.7 112 12.9 -3 -0.5
Felt and textile .

goods, n.e.C. ..... -355 -1.5 -40 -1.5 10 2.0 -7 -1.4
Lace and knit fabric

goods ........... -2,754 4.6 -520 -4.6 52 185 -16 -4.3
Coated fabrics,

not rubberized . . . . -232 -2.1 -46 -2.1 22 5.9 -19 -1.9
Tire cord and fabric . . 3 ®) ) ©®) @) 33 &) 0.1
Cordage and twine .. -112 -1.4 7 14 5 34 (5] -1.2
Nonwoven fabric ... . -28 0.3 -14  -0.3 3 24 &) -0.2
Women's hosiery,

exceptsocks ..... -150 -0.3 | -12 -0.3 8 149 (5] -0.2
Hosiery, n.e.c........ -238 -0.4 -20 -0.4 9 7.2 “4 -0.3
Apparel made from

purchased

materials ........ -36,110 5.3 -3,634 -5.3 8,001 20.7 -220 -5.0
Curtains and

draperies ........ -25 -0.1 -3 -0.1 17 14.7 ) 0.6
House fumishings,

NeC. ccvvuuennnn -364 -1.1 -89 -1.1 199 124 (5] -0.3
Textilebags ........ -45 -0.6 -6 -0.6 6 9.5 * 0.1
Canvas and related

products ......... -68 -0.4 -6 -0.4 12 8.2 () 0.3
Pleating, stitching,

trimmin

and schiffli

embroidery ...... -871 -1.6 -169 -1.6 21 13.6 @) -0.6
Fabricated textile

products ......... -81 -0.3 -14 -0.3 21 1.9 4 0.4
Luggage ........... -814 -7.9 -58 -8.0 322 144 -13 -7.3
Women’s handbags

and purses ...... 4 0.1 ® ©® 113 9.1 6 15.3

Agricultural sectors:
Sugar ............. -1,633 -6.7 -668 -6.7 613 72.4 -10 -4.1
Sugar-containing

products ......... -61 ) -18 & 52 1.6 3 &)
Butter ............. -225 -3.9 -108 -3.9 1 18.1 -5 -3.8
Cheese ............ -633 -2.9 -441 -2.9 401 59.1 -1 -2.4
Dry/condensed milk

products ......... -700 -34 -304 -3.4 346 62.1 -13 -2.8
Cream............. -480 -0.6 -180 -0.6 2 391 * -0.5
Meat .............. -45 -0.3 -193 -0.3 204 7.4 -10 -0.3
Cofton ............. ® ®) ) ©) ) 12.7 * ©)

Maritime transportation
(cabotage) ....... -2,450 -22.8 -745 -22.8 1,070  35.7 () ©)

See footnotes at end of table.



Table ES-2—Continued

Economic effects of liberalization, individual simulations, by sectors, 1993

Employment Output Imports Exports
Sector Number! Percent  Dollar? Percent Dollar? Percent  Dollar?  Percent
High MFN tariff sectors

(except motor vehicies):
Ball and rolier

bearings......... -393 -1.2 -87 -1.2 68 -12 -1.1
Ceramic wall and

floortile ......... -676 7.2 -59 -7.2 62 10.7 2 4.5
China tableware .... -263 -7.0 -33 -7.0 36 9.6 4 6.8
Costume jewelry

and costume

novelties ........ -257 -1.5 -30 -1.5 67 6.4 -3 -1.3
Footwear,

nonrubber ....... -1,316 -2.0 -82 -2.0 426 71 37 6.1
Footwear, rubber

and plastic ....... -113 -1.7 -7 -1.7 296 8.2 1 0.7
Frozen fruit, fruit juices and

vegetables ....... - -0.8 -85 -0.8 123 15.7 -5 0.7
Industrial inorganic and

organic chemicals -241 -0.1 -118 -0.1 106 0.7 -15 -0.1
Household audio and

video equipment . . -466 -1.3 222 -13 528 3.1 -49 -0.8
Leather gloves

and mittens ...... -139 -6.0 -8 -6.0 18 11.8 -1 -4.3
Personal leather

goods ........... -200 -2.9 -18 29 29 8.7 -1 2.8
Products from blast

fumaces

andsteel mills....  -1,265 -0.4 -350 -0.4 285 2.8 -21 -04

1 Full-time equivalents.

2 In millions of dollars at base year prices.

3 Textile and apparel estimates are upper bound figures. See chapter 3.
4 Change less than $500,000.

5 Change less than 0.05 percent.

€ Not applicable.

Source:

Xiv

Estimated by the stalf of the USITC.

apparel made from purchased materials (apparel), with an increase of about $8.0 billion in imports,
representing a 20.7-percent gain over original levels. Broadwoven fabrics are next, with a $571
million increase in imports (18.9 percent). Apparel and broadwoven fabric mills also have the largest
losses in employment and output among the MFA sectors. Apparel made from purchased materials
experiences a decline of about $3.6 billion in output and a decline of about 36,000 displaced full-time
equivalent workers (jobs). Broadwoven fabric mills experience a decline in output of over $1.3 billion
and about 10,000 jobs.

Agriculture

Of the five agricultural sectors analyzed in this study, four are analyzed in a general equilibrium
framework (sugar, dairy products, cotton, and meat). The effects of removing the quotas in cotton are
extremely small, since cotton imports are negligible.

Removal of import restraints results in an increase in import penetration for the five liberalized
agricultural sectors. Imports of sugar and sugar-containing products would go up by a total of $665
million. Among dairy subsectors, imports of cheese and dry or condensed dairy products would
increase by approximately 60 percent, or $401 and $346 million respectively. Elimination of the
import barriers in meat would result in increased imports of $204 million, or 7.4 percent. Employment
losses in the sugar and sugar-containing products industries were estimated as approximately 1,700
jobs; job loss in the four dairy sub-sectors is estimated at about 2,000 jobs, and meat would lose less
than 100 full-time equivalent jobs.



Analysis of the benefits of the liberalization of restraints in the peanut sector is conducted using a
partial equilibrium framework. Liberalization in the peanut sector brings a welfare gain of $93 million
to consumers from lower peanut prices. The producer loss is estimated to be $92 million.

Services

With the exception of transportation services, in general significant U.S. import restraints in
services do not exist. While foreign providers of some services face constraints on operations in the
United States, most of these barriers are, in fact, requirements that foreign service providers adhere to
the same domestic regulatory schemes faced by domestic providers of the service.

Within transportation services, the air transport sector has significant restraints in the form of
restrictive regulations and bilateral agreements that effectively restrain international air transport
services. However, the ways in which international air transport prices are negotiated, and the lack of
consistent price data preclude formal modeling of this service sector.

Maritime transport likewise is subject to significant import restraints by means of restrictive
regulations. One of the more important set of restrictions is the Merchant Marine Act of 1920 (Jones
Act), which prohibits foreign vessels from carrying domestic freight between U.S. ports (cabotage). It
is possible to estimate a tariff equivalent with the price-gap method for Jones Act trade and conduct
analysis using the USITC CGE model.

Imports of “cabotage services” would rise by about $1.0 billion, while domestic production in this
sector would fall by $745 million. Employment in this sector would drop by about 2,500 full-time
jobs, as estimated.

High MFN Tariff Sectors

The high MFN tariff sectors are those sectors which, regardless of the existence of quantitative
restrictions, had tariffs meeting the “significant tariff” criteria described above. For these sectors,
liberalization causes significant import penetration. Among the high tariff sectors, motor vehicle
imports increase the most as a result of elimination of the duty alone, with 2 $980 million (1.2 percent)
gain. (Table ES-2 reports the effect of removing the duty and VER together.) Imports of household
audio and video equipment increase by $528 million (3.1 percent), and nonrubber footwear by $426
million (7.1 percent). Other effects of tariff liberalization in these high tariff sectors vary widely, as
shown in table ES-2 and chapter 6.

Welfare Effects of the Uruguay Round Agreements

The GATT URA entered into force in 1995. The agreements provide for the reduction or
elimination of many tariff and nontariff barriers, including the elimination (through tariffication) of all
quotas on agricultural goods and the phaseout of quotas on textile and apparel goods in place under the
MFA. Among those sectors included in this report as having significant import restraints, some are
found to be likely to be affected by terms of the URA as they apply in 1995. Estimates of the effects are
made for the hypothetical case that would have arisen had the current (1995) tariff and quota
provisions of the URA been applied in 1993, the base year of the current USITC CGE model. Tariff
liberalizations under the URA will generally be phased in over a 10 year period, so that the first-year
effects can be expected to be small. However, significant first-year reductions do affect coated fabrics
among the textile and apparel industries (a-1.5 percentage point tariff reduction). For goods with high
MEN tariffs, those with significant tariff reductions under the first year URA are ceramic tile

9 Import quantity restrictions associated with the MFA are not included in the present analysis because

product categories and country-specific restrictions underwent substantial modifications between 1993 and
1995.

XV



Xvi

(-1.0 percentage point) and china tableware (-1.0 percentage point). The sectors examined in this
report that have significant declines in import quotas during the first year of the URA are meat and
dairy products.

Compared to the complete elimination of all significant trade restraints in the sectors under
consideration, the quantifiable effects of the partial reductions called forin 1995 by the URA are small.
For textiles and apparel products, the reduction of tariffs under the URA produces an estimated welfare
gain of about $15 million; for dairy products, the gain is $154 million, and for meat the gain is $157
million. For all of the sectors analyzed in this report having high MFN tariffs, the simultaneous
reduction of their duties in accord with the URA yields a welfare gain of $20 million.

The simultaneous application of URA agreements to reduce tariffs and import quotas in the sectors
analyzed in this report produces an increase in net welfare of $321 million, resulting mostly from the
lower prices paid by consumers. The greatest effects are in the meat and dairy sectors, which
respectively account for $157 million and $154 million of the welfare gain. In this scenario, the largest
declines in domestic production occur in the meat sector ($137 million), dry and condensed milk ($57
million), and household audio and video equipment ($55 million).



CHAPTER 1
Introduction

Scope of the Study

This study analyzes the economic effects of
significant U.S. import restraints on the U.S. economy
and updates an earlier report by the U.S. International
Trade Commission (USITC) that was transmitted to
the United States Trade Representative (USTR) in
November 1993.12 The purpose of this study and its
predecessor study is to provide a quantitative
assessment of the effect of significant U.S. import
restraints on U.S. firms, workers, and consumers and
on the net economic welfare of the United States.
These import restraints include tariffs and nontariff
‘barriers (NTBs) such as quotas, voluntary restraint
agreements (VRAS), and voluntary export restraints
(VERs).3

The study provides an economywide assessment
of the effects of simultaneously liberalizing all of the
sectors covered by significant import restraints
(chapter 2) as well as an assessment of liberalizing
each of these sectors individually (chapters 3-6). The
report estimates the effects of the restraints, by sector,
on the value of output (domestic production),
domestic employment levels, and the value of exports

1 See USITC, The Economic Effects of Significant
U.S. Import Restraints, USITC publication 2699,
Washington, DC, Nov. 1993.

2 Previous USITC studies requested by the U.S.
Congress addressed liberalizing significant U.S. import
restraints on a sector-by-sector basis in manufacturing,
agriculture, and services, respectively. These reports are
USITC, The Economic Effects of Significant U.S. Import
Restraints, Phase I: Manufacturing, USITC publication
2222, Washington, DC, Oct. 1989; USITC, The Economic
Effects of Significant U.S. Import Restraints, Phase II:
Agricultural Products and Natural Resources, USITC
publication 2314, Washington, DC, Sept. 1990; and
USITC, The Economic Effects of Significant U.S. Import
Restraints, Phase III: Services, USITC publication 2422,
Washington, DC, Sept. 1991.

3 This report excludes, by request of USTR (see
appendix A), import restraints resulting from final
antidumping or countervailing duty investigations, section
337 or 406 investigations, or section 301 actions.

and imports. Effects on consumers occur through
changes to income and prices that are measured as
changes in net welfare.

The original request letter from USTR (see
appendix A) requested that the Commission provide
quantitative assessments of the restraints’ effects using
partial equilibrium and general equilibrium
frameworks. Therefore, analyzing the effects of the
restraints for this investigation required the use of
model-based simulations that are described below.
All of the estimated economic effects that are
discussed in this report are derived from computable
general equilibrium or partial equilibrium models.

The base year for this study is 1993, the latest
year for which the necessary data are available for the
policy simulations.  Consequently, this analysis
examines those domestic import restraints that were in
effect in 1993. However, modifications to these
restraints took effect at the beginning of 1995 as a
result of the General Agreement on Tariffs and Trade
(GATT) Uruguay Round Agreements (URA). To
provide an assessment of significant U.S. import
restraints as they currently exist, the estimated effects
of the 1995 URA tariff and quota reductions are also
examined. However, these reductions are applied to
the 1993 U.S. economy. Therefore, two analyses are
conducted in the chapters that cover agricultural and
manufacturing sectors (chapters 2-4 and chapter 6).
The first analysis examines the effects of completely
liberalizing the covered sectors in 1993. That is, it is
assumed that all U.S. tariffs and NTBs are removed
on the covered sectors in that year. Using 1993 as the
base year, the second analysis simulates the expected
effects of tariff and quota reductions under the GATT
URA in 1995 on each of the covered sectors.
However, in the second analysis, only U.S.
liberalization is considered; i.e., the analysis does not
consider the effects of increased U.S. exports resulting
from other countries’ liberalizations under the URA.#

4 The effects of the GATT URA were assessed by the
Commission in USITC, Potential Impact on the U.S.
Economy and Industries of the GATT Uruguay Round
Agreements, USITC publication 2790, June 1994. The
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With respect to NTBs, the report uses the same
definition of a “significant” import restraint used in
the previous 1993 USITC study. That is, significant
NTBs are “binding” when the quantity of imports is
actually restricted by the barriers in place. On the
other hand, if the quantity of imports is significantly
less than the quantity specified by the NTBs, then the
NTBs are “nonbinding” and do not affect the price of
imports.5 Consequently, all binding NTBs in this
study are considered to be significant while
nonbinding quotas are not analyzed.

During 1993, the following quantitative restraints
on certain U.S. imports were in place: the Multifiber
Arrangement (MFA); the automobile VER, the
machine tool and meat VRAs; the agricultural quotas
on cotton, dairy, peanuts, and sugar; and the ban on
the importation of cabotage maritime services.S Of
these sectors, only the machine tool VRA was found
to be nonbinding in 1993. Consequently, quantitative
estimates for this sector are not provided.

A significant tariff is defined in this study as (i)
having either a Most Favored Nation (MFN) average
ad valorem tariff rate of at least 7.5 percent,
calculated on a CIF basis, and over $100 million in
imports, or (ii) generating tariff revenues of over $350
million, or both. Thirteen sectors fall into one or both
of these categories.” As shown in chapter 2,
simultaneous liberalization of these sectors, in
addition to those sectors with quantity restrictions,
accounts for a substantial portion of the estimates of
total welfare change for the entire economy.® This

4__Continued
analysis in that report examined the long-run effects of the
URA on 48 U.S. sectors by using a partial equilibrium
model to estimate quantitative effects. In addition, that
analysis examined the effects of multilateral liberalization
between the United States and its GATT-signatory trading
partners. Consequently, the estimates from the 1994
report are not comparable to the estimates in this report.

5 The point at which a quota is considered nonbinding
is an empirical question specific to each sector with
quotas and this question is considered in subsequent
chapters of this report.

6 Cabotage is a term used in the maritime transport
industry to indicate the carriage of products or people
between two ports within a country.

7 These sectors include (1) motor vehicles, (2)
nonrubber footwear, (3) home audio and video equipment,
(4) industrial inorganic and organic chemicals, (5) rubber
and plastic footwear, (6) ball and roller bearings, and
parts, (7) frozen fruit, fruit juices, and vegetables,

(8) ceramic wall and floor tile, (9) costume jewelry and
costume novelties, (10) steel, (11) china tableware, (12)
personal leather goods, and (13) leather gloves and
mittens. The significant tariffs on motor vehicles are
analyzed separately from the automobile VERSs.

8 For further discussion, see footnote 9 in chapter 2.

definition is more inclusive than the 1993 report;’
however, it does not substantially change the welfare
effects that would have been estimated otherwise.!0

Approach of the Study

For this study, as was done in the previous study,
a computable general equilibium (CGE) model is
used to estimate the economywide and sectoral effects
for all sectors except peanuts.''2  General
equilibrium models analyze interactions among
producers and consumers within an economy in
markets for goods, services, labor, and physical
capital. The distinguishing feature of a general
equilibrium model is its economywide coverage and
multisectoral nature. A general equilibrium model
explicitly accounts for upstream and downstream
production linkages, and competition between sectors
for labor and capital.!> In addition, the general
equilibrium approach considers the balance of trade,
income transfers associated with quotas and tariffs,
and economywide resource constraints for labor and

9 In the 1993 report, the selection criteria for
significant tariff levels were an MFN average ad valorem
tariff rate of at least 9 percent (calculated on a dutiable
value basis for 1991) and at least $100 million in dutiable
imports covered by the tariff.

10 Applying the “significant tariff” definition from the
1993 report to the current analysis, the simultaneous
liberalization estimates of net welfare would fall less than
1 percent.

11 In the request letter from the USTR (see appendix
A), the USITC was asked to examine the removal of
individual import restraints in a partial equilibrium
framework and examine the simultaneous removal of all
import restraints in a general equilibrium framework. In
the previous 1993 study, after consultations with the
USTR outlining the benefits of a general equilibrium
approach over a partial equilibrium approach and coupled
with the USTR’s desire to compare results from
simulations of individual restraint removal with the results
of simultaneous liberalization of all restraints in a
consistent framework, the USITC proceeded to analyze all
but one (the peanut tariff-rate quota) of the significant
U.S. import restraints in a general equilibrium approach,
and that form of analysis is repeated here.

12 The peanut sector is contained within the broader
crop sector of the ITC CGE model and cannot be
separated out. Therefore, the tariff-rate quota on peanuts
will is assessed using a partial equilibrium approach.

13 partial equilibrium (PE) models generally specify a
supply and demand structure for domestic output and for
competing imports. PE models typically assume that any
linkages between the sector that is analyzed and other
sectors in the economy are held constant. In addition, PE
models assume no movement of labor and capital between
sectors.



capital. These additional features of general
equilibrium models provide a more complete or
comprehensive assessment of employment, output,
and trade effects of policy changes.!4

The geperal equilibrium approach models the
removal of tariffs and NTBs as a reduction in the cost
of imports in the protected sector. The resulting
decline in the price of imports in the protected sector
induces an increase in the quantity of imports
demanded and, simultaneously, induces a reduction in
the demand for the competing domestic product. The
resulting decline in the quantity and price of the
domestic product helps to explain the corollary
decline in domestic employment. These estimates are
the direct and primary effects of removing the import
restraints.

The secondary effects of liberalization as it
spreads to all other sectors in the economy are
estimated by the CGE model as welll> These
secondary, or indirect, effects are important since they
can enhance or diminish the direct effects of
liberalization in the protected sectors. In the model,
these secondary effects occur mainly through changes
to the real exchange rate!® and the reallocation of
production inputs—labor and capital. For example,
when the wage-rental ratiol” increases, the price of
labor has risen relative to the price of capital, and
consequently, producers have the incentive to use
more capital and less labor to reduce costs. If
liberalization raises the economywide wage-rental
ratio, it is possible to see some sectors use fewer
workers, despite producing more output.

14 See Jaime de Melo and David Tarr, “Welfare Costs
of U.S. Quotas in Textiles, Steel and Autos,” Review of
Economics and Statistics, vol. 72 (Aug. 1990), 489-97.

15 The partial equilibrium approach does not consider
any secondary liberalization effects in other sectors such
as the changes that could result as capital and labor move
from the less productive sectors to the more productive
sectors of the economy.

16 The exchange rate in the USITC model is defined
as the relative price between tradeables and nontradeables
and is referred to as the real exchange rate. The
construction of the real exchange rate separates a
country’s goods and services that can be traded with other
countries (tradeables) from those that cannot
(nontradeables). This measure of the real exchange used
in the USITC model should not be confused with the
“nominal” exchange rate, which refers to relative currency
valuations among countries. See Sebastian Edwards,
“Real Exchange Rates in the Developing Countries:
Concepts and Measurement,” National Bureau of
Economic Research working paper 2950, April 1989, for a
discussion of the various definitions of real exchange rates
used in economic research.

17 The price of labor is the wage, whereas the price
of capital is called the “rental price of capital.” The ratio
of these two prices is called the “wage-rental ratio.”

Liberalization can also cause the U.S. real
exchange rate either to depreciate or appreciate. If the
real exchange rate depreciates from removing the
import restraints, then the price of tradeable goods
rises relative to nontradeable goods, raising both
import and export prices. Thus, there is a tendency for
consumers to import less and producers to export
more. However, for the specific sectors that are
liberalized, this economywide exchange rate effect is
overshadowed by the increased import penetration due
to lost protection (which in general increases imports
and reduces domestic production and therefore
exports). Consequently, the real exchange rate effect is
more useful in explaining why sectors that are not
directly affected by liberalization experience trade
effects.18

USITC Model

The USITC CGE model used in this analysis is
very similar to the model that was used in the 1993
report. The current model retains many of the same
features of the previous model and is used to assess
the effect of trade policy changes at one point in time.
The basic structure of the model is described in
technical detail in appendix C. However, there are
two new features in the current model and its “social
accounting matrix” (SAM) that warrant mention.
First, the flexible-labor supply assumption is dropped,
permitting a fixed-labor supply. The fixed-labor
assumption allows net-welfare estimates to be
calculated based only on price and real-income
changes that occur as a result of trade liberalization.1?
Second, many of the behavioral and structural
parameters of the protected sectors are updated.?0 As
a consequence of these changes, the results of this
model are not entirely comparable to the results in the
previous report.

USITC Model Data

The data used by the USITC CGE model are in
the form of a large SAM. The SAM organizes data in
a consistent framework of interindustry flows, value
added, imports, and final demand for 491 production

18 In some cases, the indirect effect of a depreciation
of the real exchange rate may outweigh the direct effect
of liberalization, namely the output decline, and make it
possible for exports to rise in a some of the liberalized
sectors.

19 The flexible labor-supply assumption also captures
welfare changes that result from changes in the
consumption of leisure

20 The behavioral and structural parameters are
described in greater detail in appendix C.



sectors. The current USITC SAM is based on 1993
national accounts data provided by the Bureau of the
Census, a2 1987 Bureau of Labor Statistics (BLS)
input-output table,?! and 1993 trade flows from the
U.S. Department of Commerce. The other major
inputs into the USITC model are the parameters that
represent the behavior of economic agents in the

U.S. economy. These parameters are in the form of

elasticities and are either estimated by the staff of
the USITC or gathered from published sources.??

Analysis also requires estimates of U.S. import
restraints. Tariffs are readily quantifiable. In addition
to import data, the SAM contains the estimated duties
collected by the Treasury from official statistics of
Commerce. Average tariffs are calculated for each
sector that is analyzed.

Although the quantified effects of NTBs in the
market are difficult to model, one can estimate the
tariff equivalent (TE) of the NTB, namely, a tariff that
has the same effect on prices and quantities as the
NTB. For all of the sectors with binding NTBs, a
tariff equivalent is estimated and used in the USITC
model to analyze the effects of liberalizing that sector.
The techniques used in this study to quantify the price
" premium associated with a particular NTB are the
price-gap method, the cost-push method, and the
quota-auction method. These methods are discussed
in greater detail in chapter 7.

Tariff equivalents that are estimated using the
price-gap method measure the percentage differential
between the U.S. domestic price of a good and the
world price of that good. The method assumes that
the price differential between the domestic and
imported goods is caused entirely by the NTB. The
application of the price-gap method depends primarily
on the existence of reliable pricing data, and, for this
study, was applied to the NTBs on sugar, cotton, meat,
peanuts, dairy products, autos, and maritime
transportation. However, reliable pricing data were
not available for sugar-containing products and for
textiles and apparel.

21 The input-output matrix was constructed by BLS,
based on the 1982 BEA input-output model that was
updated with 1987 census of establishments and National
Income and Product Accounts (NIPA) data. See Bureau
of Labor Statistics, American Workforce: 1992-2005,
unpublished technical document, Office of Employment
Projections, Washington, DC, Nov. 24, 1993 for further
discussion. )

22 These parameters are described in more detail in
USITC, An Introduction to the ITC Computable General
Equilibrium Model, USITC publication 2423, Washington,
DC, Sept. 1991.
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In the case of sugar-containing products (SCPs),
the cost-push method was used to obtain a
tariff-equivalent. The tariff-rate quotas on SCPs are
maintained to prevent the disruption of the upstream
tariff-rate quotas on sugar. The cost-push method
assumes that the TE for these downstream products is
directly related to the TE for sugar. In brief, the TE
for SCPs is derived by imposing the TE for sugar to
the SCPs sector based on sugar’s cost share in SCPs
production.

In the case of textiles and apparel, the
quota-auction method was used to obtain ‘TEs for
products that are restricted by the Multifiber
Arrangement (MFA). This method used Hong Kong
quota auction prices to approximate the price gaps
caused by U.S. quotas against Hong Kong exports to
the United States. However, quota auction prices
were not available for exports to the U.S. market by
other MFA-country suppliers. Consequently, for
exports to the United States by these other MFA
suppliers, Hong Kong quota auction prices were
adjusted to reflect differences in wages and
productivity for each of the specific country suppliers.

USITC Model Results

The USITC CGE model estimates both
economywide results and sector-specific results. For
the individual sectors highlighted in a particular
policy simulation, the model specifically reports
estimated changes in employment, output, imports,
and exports for the liberalized sectors, as well as for
the other sectors that are upstream suppliers and
downstream consumers to the liberalized sectors. The
economywide results reported include the change in
wages, the wage-rental ratio, the real exchange rate,
and net welfare. g

These results are reported for the simulations that
examine the effects of completely liberalizing the
covered sectors in 1993. In the case of the
simulations that examine the expected effects of the
GATT URA in 1995, most of these results are
negligible. Consequently, the discussion of the results
of the URA simulations focus primarily on the
estimated changes to net welfare.

The net-welfare effect reported by the USITC
CGE model measures the net-welfare change of U.S.
consumers, or more exactly, of U.S. households, as a
result of a policy change in the ecomomy. In
measuring welfare changes, a general equilibrium
model does not isolate individuals as consumers or
producers. The two groups are linked by the flow of
payments from households to firms for goods and
services and by the flow of income from firms to
households for factors of production. Therefore,



changes in the income of firms from liberalization
translate into corresponding changes in the income of
households. The net welfare measure includes the
change in income payments to households from firms
that results from the removal of import restraints and
captures the income gain that consumers experience
from lower prices due to liberalization.

In addition to the income that flows between
domestic households and firms, net welfare also
accounts for income that accrues to the U.S.
government, in the form of tariffs, or that accrues to
foreign exporters or domestic importers, in the form
of quota rents. Quota rents occur in the case where
import restraints are in the form of a quantity
restriction, such as a quota or VER. These quantity
restrictions generate rents, or above-normal income,
that might accrue to either foreign exporters or
domestic importers, depending on who holds the
quota rights to import these goods into the United
States.23 Specifically, net welfare is measured in the
USITC model using a concept that measures the
income change that would be needed, at base year
prices, for households to remain equally well off
under trade liberalization as they are with import
restraints in place.

It should be noted that the estimates obtained
from the CGE model emphasize the effect of import
restraints in isolation from all other factors that affect
the economy such as U.S. fiscal and monetary policies
as well as trade policies in foreign countries. In
addition, the results do not incorporate expected future
changes in the economic variables that are analyzed;
therefore, the estimates of this analysis are not
forecasts. Finally, the model is a static model that
assesses the impact of trade policy changes at one
point in time. Consequently, the model does not
capture dynamic effects that may result from trade
liberalization such as an increase in the rate of
economic growth in the U.S. economy.

Organization of the Study

Chapter 2 presents the results of simultaneously
liberalizing all significant import restraints analyzed

23 See chapter 7 for further discussion of quota rents.

individually in the subsequent chapters. In this
model simulation, the only upstream and downstream
linkages discussed are those among the liberalized
sectors themselves. This analysis highlights the
importance of economywide considerations of an
economic policy.

Chapter 3 presents the results of liberalizing the
significant  quantitative  restricions in  the
manufacturing sector. They include the Multifiber
Arrangement and the automobile VER. The machine
tool VRA was not analyzed quantitatively, but a brief
review of its history is provided in this chapter.

Chapter 4 presents the results of liberalizing the
significant quantitative restrictions in the agricultural
sector. These include the dairy, peanut, sugar, and
cotton quotas and the VRA in the meat sector.

Chapter 5 describes the results of liberalizing a
significant quantitative restriction in the services
sector, namely, the restrictions placed on maritime
transport services under the Merchant Marine Act of
1920, commonly referred to as the Jones Act. Also,
this chapter provides a brief discussion of other
service sectors.

Chapter- 6 illustrates the results of individually
liberalizing sectors protected only with significant
MFN tariffs. Thirteen sectors have been identified,
and each is discussed in turn starting from the sector
with the largest estimated welfare impact to the sector
with the smallest. These sectors correspond to those
in the USITC CGE model and are defined as rough
equivalents to either 2-digit, 3-digit, or 4-digit,
Standard Industrial Classification (SIC) industries.

Finally, chapter 7 provides a brief overview of the
ongoing research regarding measurements of NTBs.
The literature on measuring NTBs has grown in recent
years, and curmrent research appears potentially
applicable to some of the sectors that are analyzed in
this report. Chapter 7 discusses a framework for the
broad application of these methods in future studies as
the necessary data become available.






CHAPTER 2
Simultaneous Changes in All
Significant U.S. Import Restraints

This chapter includes two analyses examining the
effects of simultaneous changes in the significant U.S.
import barriers identified in this report. The first
looks at the impact of simultaneously eliminating all
significant U.S. import restraints that were in place
during 1993. This analysis estimates the overall effect
of significant measures of import relief on the U.S.
economy. It isolates the sectors that have significant
U.S. import barriers to illustrate the effect their
removal would have on these sectors as well as on the
remainder of the U.S. economy.

The second analysis in this chapter examines the
economic effects expected in the first year of the
GATT Uruguay Round Agreements (URA), which
provided for the relaxation of several of these
significant import barriers. Specifically, the analysis
focuses on the effects of unilaterally relaxing certain
significant import barriers so they satisfy the U.S.
commitments for 1995 GATT implementation.

Identification of Significant
Import Restraints

This study identifies 45 sectors in the U.S.
economy with significant import restraints. These
barriers take two general forms: import quantity
restrictions and high Most Favored Nation (MFN)
tariffs. Table 2-1 lists the 44 sectors! with import
protection used in this analysis, their 1993 MFN tariff
rates, tariff equivalent estimates of their import
quantity restrictions, and the quota rents associated

1 One sector omitted from the simultaneous
liberalization simulation is the peanut sector. This sector
is too small to be identified in the USITC model, but the
partial equilibrium analysis in chapter 4 indicates that
eliminating the import restrictions in this sector generates
a $93 million increase in consumer welfare and a $92
million loss in producer surplus.

with those sector-specific quotas.?2 Products covered
under the Multifiber Arrangement (MFA) are
represented in the first 22 sectors listed. The motor
vehicles sector® is identified separately as it had a
binding voluntary export restraint (VER) in 1993 as
well as MFN tariff revenues that allow it to be
classified within the high-tariff group.# The next
eight sectors include specific agricultural products
that have binding quotas and are large enough to be
analyzed in the USITC CGE model.> The Merchant
Marine Act of 1920 (commonly called the Jones
Act) places important restrictions on maritime
transportation between U.S. ports. Maritime
transportation services is the only service sector
included in this analysis. The last 12 sectors are
called the “high MFN tariff sectors” as they are not
subject to quota restrictons, but they have
significant MFN tariff rates.

Ad valorem tariffs are shown in the first column
of table 2-1 and are applied to imports in all sectors

2 Economic rent in the context of an import quantity
restriction refers to profits accruing to owners of a quota
which are derived from higher prices that occur because
the quantity restriction induces artifical scarcity in the
market. See chapter 7 and USITC, The Economic Effects
of Significant U.S. Import Restraints, USITC publication
2699, Nov. 1993, p. 1 for additional discussion of
economic rent.

3 This sector includes passenger automobiles, pickup
trucks, commercial cars and buses, special purpose motor
vehicles, and chassis and passenger car bodies.

4 The selection criteria for the high-tariff sectors are
outlined in chapter 1 and discussed further in chapter 6.

5 The USITC model is based on 6-digit Bureau of
Economic Analysis sectors. However, some commodities
(e.g. peanuts) make up a very small component of a larger
sector, which precludes a proper general equilibrium
analysis of policy changes specific to that sector.
Alternative techniques such as partial equilibrium analyses
can be used in these instances.



Table 2-1
Significant U.S. import restraints, by sector, 1993

Average MFN Tariff Quota
Focus sector Tariff Rate? Equivalent? Rents3
(Percent)
MFA sectors:
Apparel made from purchased
materials ...........ciiiiiiiiii i i 15.0 19.9 5,575
Broadwoven fabricmills ............. ... ol 12.8 9.5 233
Canvas and related products ...................... 8.0 5.2 7
Coated fabrics, not rubberized ..................... 9.8 1.0 3
Cordageandtwine ..............cooeeeiiinennt.. 4.6 1.2 2
Curtainsanddraperies . .........ooeieeeeeennnnnnn. 1.4 121 11
Fabricated textile products, n.e.c. .................. 3.2 0.6 6
Felt and textile goods, n.e.c. ........coovvvneinnn... 4.3 0.1 )
Floorcoverings .........ccovviiiinneennnnnnnnenss 5.8 9.3 70
House fumishings, n.e.c. .................ooatln. 8.0 13.9 181
Hosiery, n.e.C.. .. ... oviiii it 6.9 24 3
Lace and knit fabric goods 13.1 5.9 14
[T o - T T 125 10.4 188
Narrow fabricmills ........... ...t 7.8 3.3 4
Nonwoven fabric ........coovriiieneenieinnennnns 3.2 0.2 )
Pleating, stitching, timmings,
and schiffliembroidery ............... ..ol 9.6 7.6 10
Textilebags ................ e 6.4 9.0 5
Threadmills ...t 9.7 22 2
Tirecordand fabric . ........ovveenevneneeneinnnans 1.6 24 )
Women'’s handbags andpurses .................... 13.3 3.1 33
Women'’s hosiery, exceptsocks .................... 16.0 2.3 1
Yamn mills and textile finishing. ..................... 9.1 3.1 9
Motorvehicles ........c.coiiiiiiiiiiiiiiiiiiiaens 2.0 04 327
Agricultural sectors:
BURET .. .intitiitiiiii e e e 8.8 20.8 V)
CheesSe . ...ttt it i e 8.4 37.4 143
(0731 1 RPN ) 27.0 )
(07 (- 11 P 3.1 60.3 2
Dry/condensed milk products ...................... 0.1 60.3 209
Meat ......ciii i it 1.0 5.0 130
SUGAM .« eeeeneie e et eaaaaaaee e e e e 0.5 93.7 408
Sugar-containing products ............cciiain 24 15 47
Maritime transportation . ..........c.coeuiiiiiiiiiann. ®) 89.1 ®)
High MFN tariff sectors:
Balland rollerbeanngs ...........c.cocviuineninnn.. 8.5 () ©)
Ceramicwall and floortile ...........ccovveeenen... 17.1 ®) ®
Chinatableware ............o.eeiveenenneneanenes 12.2 ® ®
Costume jewelry and costume novelties ............. 7.3 ® ©)
Footwear, nonrubber .................cooiiia. 9.4 ® )
Footwear, rubberand plastic ...............coonn.. 26.1 ) ®
Frozen fruit, fruit juices, and vegetables ............. 15.1 ) ©)
Household audio and video equipment ............. 3.8 is) ©)
Industrial inorganic and organic chemicals . .......... 49 6) ®)
Leatherglovesand mittens ...............coveennn 13.8 ®) ®
Personalleather goods .............c.ooovuveiennns 8.0 ® ®)
Products from blast furnaces and steel mills ......... 4.4 ®) ®)

1 Ad valorem tariff rate, c.i.f. basis, concorded specifically for the USITC CGE model.
2 Tariff equivalent quota premium rate of quantity restrictions.

3 In millions of dollars.

4 |ess than $500,000.

5 Less than .05 percent.

€ Not applicable.

Sources: Ad valorem tariff equivalents compiled from official statistics of the U.S. Department of Commerce. Tariff
%qéJiEvaliréts of the quotas are estimated by USITC staff. Quota rents are calculated by USITC staff using the USITC
model.
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except maritime transportation.® Quantitative import
restrictions were in place for 32 of the 44 sectors
recognized as having significant import barriers.
Quantity restrictions are represented in the USITC
CGE model through the use of ad valorem tariff
equivalents of the import quotas, which are
estimated using the methods described in chapter 7
and are reported in the second column of table 2-1.
The price-gap approach is the primary technique
used to estimate these tariff equivalents. However,
quantity restrictions in the MFA and sugar-containing
products sectors are estimated by employing
alternative  techniques,” details of which are
presented in chapters 3 and 4, respectively.?

Rents generated by the import quantity restrictions
are estimated by the USITC CGE model and reported
in column three of table 2-1. As a group, the 22
textile and apparel sectors (MFA sectors) produce an
estimated $6.4 billion in quota rents. These rents are
heavily concentrated in one sector, apparel made from
purchased materials (apparel), which produces 87.7
percent of the total MFA rents. Quantity restrictions
on the 8 agricultural products modeled lead to an
estimated $939 million in quota rents. Unlike the
MFA group, the quota rent generated by this set of
products is more evenly distributed among the group.
The automobile VER was responsible for an estimated
$327 million transfer to the importers of automobiles
subject to import restrictions.

Economywide Effects of
Removing All Significant
U.S. Import Restraints

The first analysis in this chapter addresses the
United States Trade Representative’s request for a
quantitative assessment of the overall impact of

6 Cotton is subject to MFN tariff rates; however, total
duties collected in 1993 result in an average tariff rate
that is less than 0.005 percent. Maritime transportation is
not subject to MFN tariffs.

7 The quota-auction price method and the cost-push
method are used for the MFA and sugar-containing
product sectors, respectively.

8 In the present analysis, the estimated tariff
equivalent quota premiums for the textile and apparel
sectors (MFA sectors) are estimated under the assumption
that a quota is binding when 80 percent of the targeted
imports are supplied. The analysis of the MFA in chapter
2 also reports results based on estimated tariff equivalent
quota premiums under the assumption that quotas are
binding when 90 percent of the targeted imports are
supplied.

removing significant U.S. import restraints. The
overall effect of import relief is obtained by
simultaneously liberalizing the 1993 level of
protection in all 44 sectors identified to have
significant import barriers.

Estimates of the overall effects are found using
the USITC CGE model, which explicitly accounts for
linkages among all sectors in the economy. This
model allows the liberalization in one sector to affect
all other sectors, including other liberalized sectors.
Therefore, the results reported in this chapter are not a
summation of the individual liberalization results
reported in the following chapters, but instead this
chapter’s results account for the cross-commodity
interactions that are present in the model. In addition,
the interaction between sectors that results from
simultaneous liberalization may produce changes in
output, employment, imports, or exports of a different
direction than those reported in the individual sector
analyses.

In the USITC CGE model, firm income is
remitted to households in the form of wages and rents
for the use of capital, so changes in firm income
translate into changes in consumer income.
Therefore, the net welfare measure derived in this
analysis captures the impact on consumers net of the
income effects due to gains and losses incurred by the
firms as a_result of eliminating all the identified
significant import restrictions. Simultaneous
liberalization of all import restraints described in this
study results in a net welfare gain of approximately
$15.5 billion for the year 1993.° This result implies
that the simultaneous removal of the significant
import barriers discussed in the report are
approximately equivalent to a $15.5 billion increase in
consumer incomes.

Several economic factors are reéponsible for the

‘gains in welfare associated with the removal of import

barriers. First, as the significant import restraints are
lifted, capital and labor move to sectors that are more
productive in utilizing these inputs. Second,
consumers and producers that use products formerly
subject to import restraints will experience lower
prices for these goods which increases their
purchasing power. Third, welfare increases with the
removal of the quota rents that are transferred from
U.S. purchasers to the foreign and domestic firms and
individuals that held those import quotas. For quota
rent payments, the extent to which transfers to

9 The welfare gain generated by the simultaneouns
liberalization of all tariffs in the rest of the economy
sectors in addition to the tariffs and nontariff import
restraints identified separately in this report is $15.62
billion.
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foreigners are eliminated is especially important
because this represents a component of expenditure
for which there is no domestic income or
consumption of goods or services.

Liberalization of all significant import restraints
has costs as well. The costs captured in this analysis
include losses in employment and profits that occur as
imports replace production and employment in some
sectors. If previously protected sectors decline, their
upstream suppliers may also experience adverse
effects as a result of diminished demand. These
interactions are captured in the USITC CGE model
and are reflected in the estimated effects that are
reported in this chapter.

Other economywide results from liberalization
include an estimated 0.05 percent drop in the ratio of
labor wages to capital’s returns, indicating that labor’s
remuneration rate is expected to decline very slightly
relative to the returns accruing to capital. Removal of
all significant import restraints also causes a 0.5
percent depreciation in the real exchange rate. This
tends to lower import demand and increase the overall
export competitiveness of the U.S. economy.
However, for the previously protected sectors, the
exchange rate effect is generally offset by
sector-specific decreases in import prices, which
increase import demand. The latter sector-specific
effect is strong enough to cause a real increase in total
imports of 1.9 percent, whereas the exchange rate
change helps stimulate a real increase in aggregate
exports of 0.4 percent.

Sectoral Effects of
'Removing All Significant
U.S. Import Restraints

Table 2-2 illustrates the sector-specific effects on
employment, output, imports, and exports of
simultaneously removing all significant U.S. import
restraints. In general, the previously protected sectors
decline in terms of production and employment when
import barriers are eliminated and the rest of the U.S.
economy gains. The following discussion first
describes the effects of removing import relief from
the previously protected sectors identified separately
(focus sectors) in the report and concludes with a
description of the economic impact on the nine
aggregate sectors that represent the remainder of the
U.S. economy.

24

Focus Sectors

The primary effect of removing the tariffs and
quotas on the focus sectors is a reduction in the prices
of imported goods. This generally leads households
to shift consumption from domestically produced
goods to imports in the liberalized sectors. However,
because some of these sectors have important
upstream and downstream linkages to other liberalized
sectors, these relationships have effects that may
strengthen or counteract the direct impact of trade
liberalization. For example, although the import
restrictions on women’s handbags and purses, rubber
and plastic footwear, and tire cord and fabric are
eliminated, domestic output and employment in those
sectors rise as a result of full liberalization. The
effects of these linkages are described in the
discussion below.

As a group, elimination of the MFA quotas and
tariffs account for the largest effects among the focus
sectors. Textile and apparel product imports are
estimated to increase $9.6 billion, or 18.6 percent on
average, displacing domestic production and
employment in these sectors.  Employment is
estimated to fall by 57,251 full-time equivalent
workers in the MFA sectors and domestic production
is $6.6 billion lower after imports are liberalized.

Luggage, apparel, broadwoven fabric mills, thread
mills, and lace and knit fabric goods sectors
experience the largest estimated changes as a result of
complete liberalization. Model results indicate that
employment and output fall by at least 3.4 percent in
each of these sectors and with the exception of thread
mills, imports increase by at least 15.7 percent. The
effect of import liberalization on exports from these
sectors is also large relative to the other MFA sectors.
Import liberalization raises the price of exports
relative to domestic sales. This results in a higher
share of domestic production being sold in export
markets. However, this price effect is offset by a
reduction in total output in these sectors. The net
effect is a drop in exports of at least 3.0 percent.

There are two primary reasons for the large
changes in these sectors. First, the removal of
significant import restraints in these sectors yields
strong price competition from imports that generally
shrinks the domestic industries. For example, in four
of the five sectors above (excluding thread mills), the
MFN tariff rates being eliminated are above 12.5
percent and the quota restrictions, as measured by the
tariff equivalents, are among the highest.

Second, the effects in the thread mills sector are
driven mainly by the impact of changes in
downstream sectors. The relatively small increase in



Table 2-2

Economic effects of simultaneous liberalization, by sector, 1993

Sector

Employment

Output

Imports

Exports

Number? Percent

Dollar? Percent Dollar? Percent

Dollar? Percent

Focus sectors

MFA sectors:
Apparel made from
purchased materials .....
Broadwoven fabric mills . .....
Canvas and related products

Coated fabrics, not rubberized ....

Cordage and twine .........
Curtains and draperies . . .. ..
Fabricated textile products ..
Felt and textile goods, n.e.c .
Floorcoverings ............
House fumishings, n.e.c ....
Hosiery,nec..............
Lace and knit fabric goods ..
Luggage ..................
Narrow fabricmills .........
Nonwoven fabric ...........

Pleating, stitching, trimmings and

schiffli embroidery .......
Textilebags ...............
Threadmills ...............
Tire cord and fabric .........

Women's hosiery, except socks ...
Women'’s handbags and purses ...

Yamn mills and textile finishing
Motor vehicles ...............

Agricultural sectors:
Butter .............al.

Cream ........ccovvvnnnnnn
Dry/condensed milk products
Meat ..................t
Sugar ........iiiiiiiiiann
Sugar-containing products ..

Maritime transportation: .......

High MFN tariff sectors:
Ball and roller bearings .....
Ceramic wall and floor tile . ..
China tableware ...........
Costume jewelry and costume
novelties ...............
Footwear, nonrubber .......
Footwear, rubber and plastic
Frozen fruit, fruit juices and

vegetables ...................

Household audio and video

equipment ...................

Industrial inorganic and
organic chemicals .......
Leather gloves and mittens ..

Personal leather goods ..........

Products from biast fumaces

andsteelmills ................

See footnotes at end of table.

.....

.....

-36,105
-10,114
-65
-226
-93

-12

-60
-335
-481
-341
-224
-2,744
-1,162
-380
-27

-976
44
-302

1

-138
17
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-218
-602

-45
-386
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-374 .

-1,611
200
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-322
-654
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-110
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Table 2-2—Continued

Economic effects of simultaneous liberalization, by sector, 1993

Employment Output Imports Exports
Sector Number! Percent  Dollar? Percent Dollar? Percent Dollar? Percent
Rest of the economy
Agriculture, forestry, and
fisheries .........c..ooiiina.. -1,658 -0.1 424 -0.1 -53 04 304 0.9
Construction ................... 1,179 ) 113 (9 S 6 ) ()
Durable manufacturing........... 12,870 0.1 2248 0.1 -638 -0.2 846 0.3
Finance, insurance, and real
estate ...........coiiiiiitn. 5,262 0.1 1,003 0.1 22 02 69 0.3
Mining ...........ooooiiiia 500 0.1 138 0.1 -34 -0.1 36 0.4
Nondurable manufacturing ....... 3,198 0.1 614 0.1 -220 -0.3 263 0.3
Services, other ................. 31,609 0.1 2,720 0.1 95 -0.2 37 0.3
Transportation, communications,
and utilities .................. 4647 . 041 824 0.1 -126  -0.2 199 0.4
Wholesale and retail trade ... . ..... 8,978 0.1 560 (%) S 6 Q) &)

1 Full-time equivalents.

2 In millions of dollars in base year prices.
3 Change less than $500,000.

4 Change less than 0.05 percent.

5 Nontradeable sector.

Source: Estimated by the staff of the USITC.

imports of thread mill products is accompanied by a
strong decline in production and employment
because the apparel sector, an important downstream
purchaser of thread mill output, declines significantly
when all import barriers are removed. Similarly, the
decline in domestic apparel, the most important
purchaser of lace and kmit goods, combines with a
large tariff and quota liberalization to significantly
reduce domestic economic activity in that sector.

The simultaneous removal of all significant import
restraints generally reduces the prices paid for
imported MFA goods by more than 10 percent. This
also causes domestic producers to lower prices as they
adapt to the increased price competition of imports.
The general effect of price reductions in the MFA
sectors is a 09 percent increase in aggregate
consumption.!® Consumer prices fall most in the
luggage (-16 percent), apparel (-12 percent), and
women’s handbags and purses (-11 percent) sectors,
and these correspond to sectors with the largest
increases in consumption. In the remainder of the
MFA sectors, price reductions are generally less than
4 percent. While these price reductions adversely
affect producers in the MFA sectors, they
simultaneously benefit consumers by increasing the
purchasing power of their incomes.

Agricultural products are the second most-affected
group in terms of the total effects. Agricultural

10 The USITC CGE model calculates sector-specific
price changes faced by consumers as a composite of the
import and domestic price shifts.
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- products have tariff equivalents generally exceeding

20 percent (column 2 in table 2-1), which makes the
impact of their removal relatively significant. Sugar,
dry/condensed milk products, cheese, and cream
exhibit the largest percentage increases in imports
among all sectors in the study, reflecting the high
levels of protection that are being removed.  The
employment, output, and export shifts in these four
sectors are negative and significant in percentage
terms. With the exception of the butter sector, the
remaining agricultural products show only minor
percentage changes in these variables.

The sugar-containing products, meat, and cotton
sectors illustrate the indirect effects of liberalization
on production and trade. Meat and cotton have
declining domestic production, but exports increase
when all significant import relief is eliminated. The
production of sugar-containing products increases as
the import restraints are relaxed, and exports expand.
The increase in exports occurs because these sectors
become more competitive internationally as the dollar
depreciates, but also because input prices decline as
upstream sectors are also liberalized. = This is
especially true of the sugar-containing products that
have an important upstream linkage with sugar.

In aggregate absorption, the large increases in

* imports are generally offset by reductions in domestic

production. This allows domestic demand to remain
roughly constant. Employment in the previously
protected agricultural sectors is estimated to fall by
3,708 full-time equivalent workers and production



declines by an estimated $1.72 billion, which
represents an average of 0.8 percent in those sectors.
Individually, sugar experiences the largest changes, as
production and employment fall by 6.6 percent and
imports increase by 72.0 percent. This follows the
elimination of a quota that roughly doubles the price
of imported sugar.

In the high-tariff sectors, except for rubber and
plastic footwear, all sectors experience a decrease in
domestic production and employment. All sectors
show increases in imports, but the direction of export
changes vary by sector. Sectors with the largest
reductions in output and employment are china
tableware (-6.7 percent), ceramic wall and floor tile
(4.4 percent), and leather gloves and mittens (4.3
percent). Sectors with the largest increases in imports
are frozen fruit, fruit juices and vegetables (13.6
percent), leather gloves and mittens (11.7 percent),
ceramic wall and floor tile (9.5 percent), and china
tableware (9.4 percent).

Import liberalization generally reduces import
prices by 5 to 14 percent in the high-tariff sectors.
However, when combined with the prices of
domestically produced goods, the most significant
changes in aggregate prices faced by consumers occur
in rubber and plastic footwear (-12 percent),
nonrubber footwear (-5.5 percent), china tableware
(-5.4 percent), leather gloves (-5.4 percent), and
ceramic floor and wall tile (4.9 percent). The
remaining sectors experience less than a 3 percent
price drop.

In the case of motor vehicles, combined removal
of the MFN tariffs and VER leads to a decline of
2,098 full-time equivalent jobs and a reduction of 0.4
percent in domestic output. Import prices fall by 1.8
percent which translates into a 0.9 percent decline in
the prices faced by U.S. consumers. The effects of
lower import prices are illustrated by the 1.4 percent
increase in imports; however, exports expand by $36
million, fueled by a number of factors including a
weaker dollar and lower input prices. In particular,
auto producers take advantage of lower prices for
blast furnace and steel mill products and products
from several of the MFA sectors to increase their
competitiveness.

The maritime-transport sector is estimated to
experience increases in imports, exports, output, and
employment.!l  Removal of restricions on
foreign-owned suppliers providing shipping services

11 The changes reported here combine the portion of
maritime transportation that is protected by the Jones Act
as well as the remaining water transportation activities
including shipping services.

between U.S. ports will decrease output and
employment in deep-water maritime transportation,
but related services expand enough to counter these
negative effects. Overall, removal of the Jones Act
restrictions increase imports of foreign-supplied
deep-water transportation by $848 million, but total
domestic output in the sector is expected to increase
by $861 million. This yields an estimated increase
in employment of 1,590 full-time -equivalent
positions and a 4.7-percent increase in exports of
services in the water transportation sector. The
domestic output and employment expansions result
from a boost in total shipping activity which
positively affects the numerous related service
providers in the industry.

Rest of the U.S. Economy

Table 2-2 also highlights nine aggregate sectors
that represent broad industries in the rest of the U.S.
economy.!?2  Trade effects in these sectors are
explained primarily through movements in aggregate
variables such as the real exchange rate depreciation
and changes in the demand and availability of capital
and labor resources.!> Depreciation of the real
exchange rate raises import prices slightly in dollar
terms. The depreciation also increases the dollar price
of exports slightly, because it increases the foreign
demand for those goods. This tends to decrease
imports and increase the incentive for domestic
producers to export.14 The effect of liberalization on
the rest of the economy is illustrated by the reductions
in imports in the aggregate sectors and similarly, the
increase in exports in the aggregate sectors. The
agriculture, forestry, and fisheries sector posts the
largest percentage export gain at 0.9 percent.

Unlike the majority of focus sectors, the rest of
the economy generally experiences output gains due
to lower input prices and increased demand from both
domestic and export sources. Employment gains are
also found in all aggregate categories except
agriculture, forestry, and fisheries. This sector has a

12 These nine “rest of the economy” sectors comprise
approximately 94 percent of total U.S. output.

13 A third important factor is that the current account
deficit is assumed to remain constant. Therefore,
increases in imports that occur as a result of lower import
barriers must be paid for with lower imports in other
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